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NOTES
AGRICULTURAL COOPERATIVES
Part I
The Development and Significance of Agricultural
Cooperatives in the American Economy
At the close of the 1949-50 marketing season, there were 10,035
agricultural cooperative organizations in the United States.' Their
membership exceeded six and one-half million persons, representing
participation in cooperation by an estimated three out of every five
farmers in the country.2 Total business for the season amounted to
more than eight and one-half billion dollars ;3 approximately thrice the
volume of a decade ago. 4
This present economic prominence is the result of an evolutionary
growth which may be traced in its entirety through many centuries.
Group effort in economic enterprise was advocated in ancient communal
societies, in the guilds of the Middle Ages, and in the writings of Plato,
More, and Bacon.5 Following the Industrial Revolution, cooperation
became a socio-reformistic movement led by Blanc, Fourier, and Owen to
alleviate the sordid conditions under which early industrial employees
lived and worked." The emergence of the basic tenets of modem cooperation is generally attributed to the famed Rochdale experiment. 7 It
1. 18 N-ws FoR FARmER CooPRATIvEs No. 6, p. 11 (1951).

2.
3.
4.
5.

Ibid.
Ibid.
Ibid.
See BLANKERTZ, MARKETING COOPERATIVES 20-41 (1940).

6. Id. at 29-37. HENNELL, AN OuTINE oF THE VARIOUS SOCIAL SYSTEMS AND
COMMUNITIES WHICH HAVE BEEN FOUNDED ON THE PRINCIPLE OF CO-OPERATION (1844).
7. The famed Rochdale pioneers were a group of flannel workers living in Rochdale,
England. Blighted by poverty and unemployment, they banded together in 1844 to
open a store to sell the staples of their existence. The principles of their Equitable,
Pioneers' Society have become the basis of later cooperation and are seven in number:
open membership; democratic control based on one vote per member; limited interest
on capital; -patronage refunds; political and religious neutrality; cash trading; and the
promotion of education. See BLANCETZ, MARKETING CooPmATrVEs 45 (1940); HOLY-
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was at this time, the middle of the 19th century, that the movement took
root in the United States,8 beginning a development through six stages. 9
The first period, in the years preceding 1870, was one of experimentation with no more than sporadic and scattered attempts to achieve
effective cooperation. The most successful of these early efforts were
in the dairy business, although similar activity occurred in the fruit,
cotton, livestdck arid wool industries. 10 The Civil War culminated in an
agricultural depression which saw the National Grange emerge as spokesman for the farmers. The Grange contemplated total cooperation on both
marketing and purchasing levels and presented the Rochdale principles
to the nation in 1875 by indorsing them at the national convention and
promulgating a set of rules based thereon."
By 1880 the Grange was no longer nationally significant.' 2 Nevertheless, the third period, lasting from its decline until World War I, was
one of gradual expansion. The cooperatives organized during this time
were predominantly local in nature and devoted to the marketing of
particular commodities, such as the cotton and grain growers of Texas,
the cheese rings and creameries of Wisconsin and the New England
OAKE, THE HISTORY OF THE RocHIDALE PIONEERS (1907); 1 AND 2 HOLYOAKE, THE
HISTORY OF COOPERATION (1906).
8. One of the first attempts at agricultural cooperation occurred in 1841 when a
group of Wisconsin farmers endeavored to cooperatively market their dairy products.
See: HANNA, THE LAW OF COOPERATIVE MARKETING ASSOCIATIONS 4 (1931); 2 HOLYOAKE, THE HISTORY OF COOPERATION C. XXXI (1906); HISTORY OF COOPERATION IN'
THE UNITED STATES, Johns Hopkins University Studies in Historical and Political
Science (1888).
9. In general SEE: Frost v. Corporation Commission, 278 U.S. 515, 529 (1928)
(Brandeis' dissenting opinion) ; BAKKEN & SCHAARS, ECONOMICS OF COOPERATIVE: MARKETING 66-71 (1937); BLANXERTZ, MARKETING COOPEATIVES 20-41, 72-98 (1940);
FETRow & ELSWORTH, AGRICULTURAL COOPERATION IN THE UNITED STATES 103 (F.C.A.
BULL. No. 54, 1947); HANNA, THE LAW OF COOPERATIVE MARKETING AssocIATIoNs 3-7
(1931); NOURsE, THE LEGAL STATUS OF AGRICULTURAL COOPERATION 25-119 (1927);
THE COOPERATIVE LEAGUE YEARBOOK 1-57 (1950); Hamilton, Judicial Tolerance of
Farmers'Cooperatives,28 YALE L.J. 936 (1929).
10. BAKKEN & SCHAARS, ECONOMIlCS OF COOPERATIVE MARICETING 68- (1937).
11. Journal of the Proceedings of the Ninth Session of the National Grange of
the Patrons of Husbandry 94-100, as quoted in HANNA, THE, LAW OF COOPERATIVE
MARKETING ASSOCIATIONS 6 (1931); NouRsE, THE LEGAL STATUS OF AGRICULTURAL
COOPERATION 35-38 (1927).
12.' Other farm organizations related to cooperative growth included the Farmers'
Alliance, organized about 1875 with special development in the southern states. The
Rochdale principles found their first operative expression in consumers' stores in
America in the Sovereigns of Industry, which lasted from about 1874 to 1879. The
Farmers Educational and Cooperative Union, popularly called the Farmers Union,
was founded in 1902 and had particular influence in the promotion of the cooperative sale
of livestock and cotton in the southwest. It now has approximately 455,000 members.
See BLANKERTZ, MARKETING COOPERATIVES 81-82 (1940); THE GENERAL FARM AND
NATIONAL COOPERATIVE ORGANIZATIONS OF THE UNITED STATES, THE AMERICAN INSTITUTE OF COOPERATION (1951).

NOTES
area, and the livestock shipping associations of Nebraska and other
-

western states.'3

The large foreign markets for agricultural products created by the
first World War caused an agricultural boom which quickly receded into
a depression when these markets ceased to absorb the American exports.' 4 The result was a rapid development of agricultural cooperation
during the fourth period, from 1916 through the 1920's, stemming
largely from propitious federal legislation. Cooperation was considered
to be a cure for the farmers' economic ills, and the favorable legislation
was encouraged by th~e courts and scholars.' 5 The first federal income
tax exemptions had been granted in 1913.16 Section 6 of the Clayton
Act of 191417 removed the authorized activities of certain types of these
associations from the antitrust laws. In 1922, Kentucky adopted the
favorable Bingham Cooperative Marketing Act,'8 which rapidly became
the standard state incorporation act for marketing associations. The
Capper-Volstead Act' 9 specifically authorized the cooperative association
of agricultural producers; and, in addition, it clarified their antitrust
exemption. The Federal Farm Board, predecessor to the present Farm
Credit Administration, was created by the Agricultural Marketing Act
of 192920 with a 500 million dollar revolving fund available for lending
to cooperative businesses so as "to promote, protect, and stabilize the
marketing of agricultural commodities." The board organized national
cooperatives for many commodity groups including grain, cotton, and
livestock. 2 1 The number of associations increased from 5,149 in 1915
13. HANNA, THE LAW OF COOPFRAT=V

MARKETING AsSOCIATIONs 7 (1931).
14. Behveen 1916 and 1920, farm prices rose spectacularly and the value of farm
land increased in some areas by 300 to 450 percent in three years. Following the usual
economic cycle, the depression found agriculture among its 'first victims, and farm incomes plummeted from $17 billion in 1919 to $9 billion in 1921, to $5.3 billion in 1922.
Total land values decreased from $78.5 billion in 1920 to $43.3 billion in 1932. See
BLANKERT, MAR.KETING CooPERATmIVs 87-88 (1940).
15. "Agricultural depression is giving great impetus to the co-operative movement.
There are many who believe that the co-operative marketing system is the most hopeful
measure yet inaugurated to improve the financial condition of the farmer and to enable
the producer to obtain just returns." Ballantine, Co-operative Marketing Associations,
8 MiNN. L. REv. 1 (1923). In general see: Arnold, Can the Courts Aid Cooperative
Marketing? 15 M NN. L. R-v. 40-74 (1930) ; Hamilton, Judicial Tolerance of Farmers"
Cooperatives, 38 YALE L.J. 936-954 (1929) ; Henderson, Co-operative Marketing Associations, 23 CoL. L. Ray. 91-112 (1923) ; Miller, Farmers' Co-operative Associations as
Legal Comibinations, 7 CORNELL L.Q. 293-309 (1922) ; Sapiro, The Law of Cooperative
Marketing Associations, 15 Ky. L.J. 1-21 (1926); Tobriner, The Constitutioialityof Cooperative Marketing Statites, 17 CALIF. L. REv. 19-34 (1928).
16. Revenue At of 1913, § II,G, 38 STAT. 172 (1913). See PART V, p. 447, infra.
17. 38 Stat. 730, 731, 15 U.S.C. § 12 (1946). See PART IV, p. 437, infra.
18. Ky. Laws 1922, c. 1; Ky. REv. STAT. c. 272 (1948).
19. 42 STAT. 388 (1922), 7 U.S.C. § 291 (1946).
20. 46 STAT. 11 (1929), 12 U.S.C. § 1141(a) (1945).
21. See BLANKERTz, MARKEiNG COOPERA ES 90-91, 112 (1940).
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to 10,546 in the 1929-30 season, and their seasonal volume of business
22
jumped from 624 million to over two billion dollars in the same period.
Despite government aid and encouragement, economic failure beset
cooperatives in the 1930's after their original expansion following World
War I. The number of farmers' marketing and purchasing associations
declined from 10,546 in their peak season of 1929-30, to 7,943 in the
1940-41 season; and their total business fell from about two and onethird billion dollars to approximately one and three-quarters billion in
the 1939-40 season.2 3 Of the total number of associations which discontinued operation in the years down to 1942, 84 percent of them did
so from 1920-39. The greatest decline occurred in 1930, when about
three cooperatives closed for every banking day. 24
The Great Depression was brought to a definite end by World War
II, which began the sixth and final period of cooperative development.
In conjunction with the general upsurge of business activity following
the War,2 5 cooperative business volume reached an all time high of more
than nine billion dollars in the 1948-49 season. 26 In the 1949-50 season,
however, there was a decline of nearly six percent which was accounted
for entirely by the marketing associations, 2 7 attributable largely to the
eight percent drop' in the farmers' cash receipts. 28 Of the various marketing organizations, dairy cooperatives had the largest volume of business; grain, which had led in previous years, dr'opped to second place;
livestock associations ranked third; and fruits and vegetables were
fourth.

29

In the same season, marketing associations comprised 69 percent
of-all agricultural cooperative organizations, 62 percent of the membership, and 81 percent of the total volume of business. 30 Purchasing co22. F rmow &

ELSWORTH,

op. cit. supra note 9, at 210, 212 (Tables 30 and 32).

23. Ibid. The decrease in cooperative business of approximately 25.1 percent, which
occurred from 1929 to 1939, reflected the general decline of wholesale prices. The wholesale price index for farm products in 1929 was 104.9 as contrasted with 65.3 in 1939, a
37.7 percent drop. The decrease in cooperative business was thus not as severe as might

have been expected. See 1950 STATISTICAL ABSTRACT OF THE UNITED
24. FETROW & ELSWORTH, op. cit. supra note 9, at 187-190.

STATES

279.

25. The total sales of all business increased from 133.4 billions of dollars in 1939
to 458.3 billion in 1948. Total sales declined 5.8 percent in 1949 to 431.5 billions of
dollars. The fluctuation of the business volume of agricultural cooperatives thus roughly

paralleled that of the total business sales.
STATES 445 (Table 519).
26.
27.
28.
29.
livestock
30.

1950

STATISTICAL ABsTRcr OF THE UNITED

18 NEWS FoR FARMER COOPERATIVES No. 6, p. 11 (1951).
Ibid.
Ibid.
Dairy Cooperatives did a total business of $2.032 billion; grain $1.953 billion;
$1.3 billion; and fruits and vegetables $784 million. Ibid.
Ibid.

NOTES
operatives accounted for 31 percent of the number of such organizations,
38 percent of the membership, and 19 percent of the business. Within
the last decade, however, the purchasing cooperatives have shown an
average rate of increase in number, membership, and business of 5.96
percent over marketing associations. 31 At the close of 1950, there were
3,113 farm purchasing cooperatives, having a total membership of a
little over two and one-half million, and doing almost one and two-thirds
billion dollars worth of business.3 2 Allowing for duplication, regional
purchasing cooperatives served two out of every five farmers in the
United States in 1950, as compared with one out of every five in 1942,
the first year in which figures were collected. 33 A study of twenty
major regional farm supply purchasing cooperatives reveals that their
total volume of business in 1950 exceeded all other years to reach a total
of 835 billion dollars. 34 The business of wholesale and retail outlets
have each nearly tripled since 1942; 35 although the number of retail
cooperatives declined five percent from 1949.38" The 1950 savings for
members were 29 million dollars, a 46 percent' increase over 1949, but
37
24 percent less than 1948, the peak year.
The heaviest concentration of agricultural cooperatives has consistently been found in the north central area of the country. 5 In the
1949-50 season, this region accounted for about 60 percent of their num-

Marketing
Purchasing
Ibid.
32.

Membership

Associations

31.

1940 . 1950
74.9% 69%
31
25.1

1950
62%
38

1940
71.2%
28.8

Business

1940
83.8%
16.2

1950
81%
19

18 Naws FOR F~AME CooPEAxrvzs No. 6, p. 11 (1951).

33. Id. at 7.
34. This was due to a five percent increase in sales of feed, eight percent in petroleum products, and ten percent in fertilizer. The 1950 farm supply dollar of the twenty
major regional purchasing cooperatives may be broken down into the following items:
feed, 42.4%; petroleum products and related supplies, 28.1%; fertilizer, 9.5%; seed,
4.1%; lumber, paint and hardware, 2.8%; packaged materials, 2.4%; farm machinery,
3.2%; others 7.5%. 18 NEws FOR FAR R. CoOPERATrvEs No. 5, p. 7 (1951).

35.
Wholesale outlets:
Retail outlets:
Ibid.
36. 18 NEws

FOR FARMER COOPERATIS

37. Ibid. See 1949-1950
ING

1942
$229,901,601
54,211,449

1950
$679,357,811
155,420,992

$284,113,050

$834,778,803

No. 5, p. 7 (1951).

HANDBOOK OF MAjOR REGIONAL FARM SUPPLY PURCHAS-

COOPzRATIVES (F.C.A. Misc. REP. No. 150, 1951).

38. The Farm Credit Administration lefines this area as including the states of
Illinois, Indiana, Iowa, Kansas, Michigan, Minnesota, Missouri, Nebraska, North Dakota,
Ohio, South Dakota, and Wisconsin. 18 NEWS FOR FARMER COOPERATIVES No. 6, p. 12

(1951).
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ber, more than 55 percent of the total membership, and nearly 53 percent
of the estimated total business.3 9
Comparative statistics regarding the volume of cooperative and
non-cooperative business in agricultural industries are both rare and incomplete. Available figures indicate that in the dairy industry, cooperatives market approximately 21.7 percent of all milk sold from farms
in the United States, 40 15 percent of the cheese, 40 percent of the butter,
and 60 percent of nonfat, dry milk solid. 41 Cooperatively marketed
cranberries have not fallen below 50-65 percent of the total crop in the
last forty years. 42 In 1948, approximately 74 percent of the California
and. Arizona citrus fruit shipments were marketed through the California
Fruit Growers Exchange, 43 and forty percent of the shipped fresh fruit
from Florida was handled by cooperatives. 4" Purchasing cooperatives,
while experiencing a gradual growth, have remained relatively small as
compared with other business organizations in most areas of the country.
With the possible exception of the feed business, purchasing cooperatives
do not account for a large proportion of the total volume of business in
45
the various industries in which they operate.
Despite its recent growth, the cooperative method of business is not
precisely described nor readily distinguishable from other corporate endeavor. No single definition of cooperation exists. 40

Concepts vary and

fluctuate around the seven original Rochdale principles of open membership; democratic control, based upon one vote per member; patronage
refunds; limited interest on capital; political and religious neutrality;
cash trading; and promotion of education. 47 These principles were
39. Ibid. The exact reasons for this have never been determined. Some attribute
it to the fact that large segments of the population of this area are of Scandinavian
origin; and since cooperation has long flourished in the Scandinavian countries, it is
thought that they brought cooperative principles with them. See CHILDS, SWEDEN THE
MIDDLE WAY (Rev. ed. 1947).
40.

ACTIVITIES OF THE NATIONAL MILK PRODUcERS FEDERATION, EDUCATION SERIES

No. 42, p. 4 (1951).
41. 14 NEws FOR FARMER'CooPE. _A-vs No. 7, p. 15 (1947).
42. FTRow & ELSWORTH, op. cit. supra note 9, at 73.
43.

GARDNER & McKAY, THE CALIFORNIA FRUIT GRowERs EXCHANGE SYSTEM 22

(F.C.A. CIRC. C-135, 1950).
44. 16 NEws FOR FARMER COOPERATIVES No. 3, p. 11 (1949).
45. In 1951, cooperatives owned less than one-half of one percent of the total
producing oil wells in the United States, and they refined about two percent of the
total amount refined by thirty principal oil companies. Their investment was less than
one percent of that of the same leading thirty companies. 18 NEws FOR FARmER COOPERATIVES No. 9, p. 11 (1951). The same general situation prevails as to the cooperative
manufacture of farm machinery and equitment. See FRANCIS, DISTRIBUTION OF MACHINERY BY FARMERS' COOPERATIVE ASSOCIATIONS (F.C.A. CIRC. C-125, 1941).
46. FETRow & ELSWORTH, op. cit. supra, note 9, at 4.
47. BAKKEN & SCHAARS, ECONOMICS OF COOPERATIVE MARKETING C. VII (1937);
BLANKERTZ, MARKETING COOPERATIVES c. 20 (1940).

NOTES
directed toward the creation of a business enterprise in which the individual member retained control and received as a patron the benefits
of such cooperative effort.
While political and religious neutrality and promotion of education
are still in effect practiced by cooperatives in free countries, 48 they are
ethical or social principles and are not concerned with the actual cooperative method of business; so that of the original seven tenets, only
five constitute a viodus operandi. Open membership is interpreted to
refer to occupation, and membership in agricultural cooperatives is
49
usually open only to those connected with agricultural production.
Cash trading was a necessity to the Rochdale pioneers due to their lack
of operating capital. Although still encouraged, particularly on the retail level, it has often given way today to credit transactions.5 ° The
remaining trinity, democratic control, the patronage refund, and limited
48. Cooperation is, of course, world-wide, and the international organization is
the International Cooperative Alliance which was founded in 1895 and is a union of
the federated cooperative societies. In 1938, it had an affiliated membership of more
than 71 million. At the I.C.A. Congress of 1937 endorsement of the Rochdale principles
was attempted, but the conflicting political and ideological theories of the nations represented prevented the adoption of either religious and political neutrality or of educational
promotion as obligatory principles. These, together with cash trading, were merely
recommended; while open membership, democratic control with one vote per man, distribution of surplus to members in proportion to their transactions, and limited interest
on capital were adopted as required principles for agricultural cooperatives. See: COLE,
A CENTmY OF COOPERATION (1944); THE -COoPERATIVE MOVEMENT IN THE AMERICAS,
AN INTERNATIONAL SYMPOSIUM (1943); WARIASSE, THE INTERNATIONAL COOPERATIVE
MOVEMENT, CO-OPS PLAN FOR THE PosT-WAR WORLD, Report of International Planning
Done at the Washington Conference (1944); WARBASSE, COOPERATIVE DEMOCRAcY c. III

As to the cooperative role in rehabilitation and reconstruction, see THE
AND PRESENT-DAY PROBLEMS, International Labour Office
Studies and Reports Series H, No. 5 (1945).
At the 1951 Congress of the I.C.A., open membership, democratic control, and
freedom from outside interference or persuasion from governments or political parties
were established as the criteria for admission to the I.C.A. By a new rule, members
are obliged to conform in their activity to the principles of Rochdale. International Cooperation Congress, Copenhagen, 1951 74 MONTHLY LABOR REV. No. 1, p. 45 (1952).
49. E.g., the Indiana Cooperative Marketing Act places this restriction on those
eligible to hold common stock: "Such individuals or political subdivisions must be
engaged in the production of agricultural products. A lessor or landlord of land used
for such production or any natural person devoting a substantial part of his time in
assisting others to produce agricultural products, whether employed by a farmer,- or an
agricultural cooperative corporation or an association, shall be considered so engaged.
Except as above provided, the holders of common stock in any associations limited by
its articles of incorporation to one (1) or more of the particular agricultural services
shall be such producers of agricultural products as use the articles or services to which
the activities of the association are so limited." IND. ANN. STAT. § 15-1606(b) (Burns'
Repl. Vol. 1950).
50. See: 16 NEWS FoR FuAuI~ER COOPERATIVES No. 9, p. 11 (1949) ; 15 NxWs FOR
FARMER COOPERATIVES No. 2, ). 7 (1948); 12 NEWS FOR FARMER CooPERATIVES No. 12,
p. 11 (1946); Id. at No. 3, p. 12; 11 NEws FOR FARmER COOPERATIVES No. 12, p. 10
(1945) ; 9 NEws FOR Fa ER COOPERATIVES No. 8, p. 8 (1943).
(5th ed. 1947).

COOPERATIVE MOVEMENT
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interest on capital, is believed to constitute the distinction between cooperation and other corporate enterprise. 51
Democratic control, originally considered the most revolutionary aspect of cooperation, 52 substitutes membership for capital interest as the
basis for voting. The cooperative has been conceived of as a representative body in which each member is a delegate and a spokesman for his
economic unit in the aggregate. 53 Cooperative incorporation laws of
approximately three-fourths of the states restrict each member to one
vote regardless of the amount of stock owned or the extent of patronage, 54 and it has been estimated that about 86 percent of the cooperatives
in the United States' adhere to this principle. 55 Where deviation occurs,
it is usually to base voting on the number of shares held or upon the
amount of patronage given, but even then a maximum number of votes
is normally established. 5 6 By so limiting the voting power of each
51. FrTRow & ELSWORTH, AGRICULTURAL COOPERATION IN THE UNITED STATES
10-12 (F.C.A. BULL. No. 54, 1947); LARiSON, AGRICULTURAL MARKETING 449 (1951);
VEXNES & BINKLEY, FARMER COOPERATIVES, Agricultural Extension Division, College of
Agricultural and Home Economics, 484 University of Ky. Circ. c. III (1950).
52. EMELIANOFF, ECONOM£IC THEORY OF COOPERATION 192 (1942).
53- Id. at 90.
54. FETRow & ELSWORTH, op. cit. supra note 51, at 10.
55. 1947 AMERICAN COOPERATION 24.
56. FETiow & ELSWORTH, Op cit. supra note 51, at 10; PACKEL, THE LAW OF THE
ORGANIZATION AND OPERATIoN OF COOPERATIVES 104-107 (2d ed. 1947).
Of the 10,752 cooperative associations in 1938, the following bases of voting were
used by the number of associations indicated:
one vote per member --------------------------9,219 ------85.74%
stock or other financial unit -------------------1,335 -------- 12.42
patronage (Including 60 assoc. in which
basis in combination of mtmbership
& patronage). ------------other and unknown ---------------------------------

STATISTICAL HANDBOOK OF FARMERS' COOPERATIVES

125 -------- 1.16
73 ---------. 68

10,752
55 (F.C.A.

100.00%
26, 1938).

BULL. No.

But see the results of a survey made of approximately 100 cooperative marketing

associations in the states of Arizona, Utah, Nevada, and California showing that only
42% of them had equal voting with the remaining 58% providing for unequal voting
generally based upon patronage. BAKtcEN & SCHAARS, ECONOMICS OF COOPERATIVE MARicrix

154-156 (1937).

The Indiana Act provides that the articles of incorporation or the by-laws of
the association may provide that after a stated time, or under stated conditions, "no
one shall own more than a stated petcentage of its outstanding common stock and/or
that no member or stockholder shall be entitled to more than one (1) vote, regardless
of the amount of capital invested, or number of shares of stock owned, by such
member." IND. ANN. STAT. § 15-1613 (Burns' Repl. Vol. 1950). It is significant that
this limitation is expressed in discretionary language. The 1931 amendment to the act
deleted provisions limiting ownership by one stockholder to one-eleventh of the common
stock and limiting each member or stockholder to one vote regardless of size of

NOTES
member, it is thought that equality of membership is fostered, in keeping with the democratic spirit which permeated the conception of cooperation.
Equally significant is the principle of the patronage refund. Instead
of distributing business returns to stockholders, as is done in non-cooperative enterpriges, the cooperative attempts to direct the benefits of corporate activity to those who utilize its services. This is accomplished
through the patronage refund which, in theory, returns to the patronmember the remuneration received by the organization in the conduct
of its business after allowance for costs and reasonable reserves.5 7 This
return is at times referred to as the savings realized by participating in'
the cooperative method of business.
To further de-emphasize the importance of the organization as a
distinct entity, interest is limited on capital to discourage speculation in
cooperative stock. The profits to be gained from cooperative enterprise
are not in the trading of its stock, but in the use of its method of
business. 5s In addition, many states place restrictions on the amount of
stock which may be held, 50 together with limitations on the extent of
non-member business. 60 These restraints accent the fact that a cooperaholdings, Acts. 1931, c. 34 § 10, p. 79. It would thus appear that the intent of the

legislature was to enable cooperatives to depart from the principle of one man, one
vote without limiting stock ownership.
57. See: BLANKERTZ, MARKETING COOPERATIVES 134-136 (1940); DIGBY, THE
WORLD COOPERATIVE MOVEMENT 19-20 (1948); EmELIANOFF, ECONOMIC THEORY OF
COOPERATION 83 (1942); ENFIELD, CO-OPRTION: ITS PROBLEMS AND PossInnITmEs 6-8
(1927) ; HOLYOAXE:, THE HISTORY OF THE ROCHDALE PIONEERS c. IX, 278-281 (1893);
NouRsE, THE LEGAL STATUS OF AGRIcULTURAL COOPERATION 21-24 (1927); PACKEL,
THE LAW OF THE ORGANIZATION AND OPERATION OF 'COOPERATIVES 190-194 (2d ed.
1947); Adcock, Patronage Dividends: Incomne Distribution or Price Adjustment, 13
LAw AND CONTEMP. PRoB. 505-525 (1948).
58. BLANKERTZ, MARKETING COOPERATIVES 129, 349-50 (1940) ; DIGBY, THE WORLD
COOPERATIVE MOVEMENT 19 (1948); FETROW & ELSWORTH, AGRICULTURE COOPERATION
IN THE UNITED STATES 11 (F.C.A. BULL No. 54, 1947); 1 HOLYOAEE, HISTORY OF COOPERATION 277-278 (1906); PAcxEL, THE LAW OF THE ORGANIZATION AND OPERATION
OF COOPERATIVES 196-197 (2d ed. 1947).
59. The cooperative marketing statutes of nearly half of the states expressly limit
the number or proportion of shares which can be owned by a single member, or empower
the cooperative to do so. The limitation is either as to percent of total or as to dollar
volume. See BLANKERTZ, MARKETING COOPERATIVES 128-129, 178-179, 350 (1940). This,
restriction is discretionary with the cooperative in Indiana. IND. ANN. STAT. § 15-1613
(Burns' Repl. Vol. 1950).
60. In Indiana, non-member business must not exceed in amount the total of
similar business transacted by the association for its own members during the same
fiscal year. IND. ANN. STAT. § 15-1605(a) (Burns' Repl. Vol. 1950). The same restriction must be met to come within the provisions of the Agricultural Marketing Act so
as to be entitled to borrow from the various federal agencies, 46 STAT. 11 (1929), 12
U.S.C. § 1141(j) (1945). See PART V, pp. 452-453, infra; PACKEL, THE LAW OF THE
ORGANIZATION AND OPERATION OF COOPERATIVES 159-162 (2d ed. 1947).
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tive is an organization whose members have equal standing and whose
primary purpose is the benefit of its patron-members.
The three fundamental tenets of cooperation, democratic control,
patronage refund, and limitation of interest on capital, distinguish the
agricultural cooperative from other types of corporate enterprise. The
importance of the distinction is not in the mechanics of the organizational structure. Rather, the significant differential lies in the general
emphasis of cooperative organization, which stresses the benefit of
patron-members by facilitating and promoting their functioning as individual economic units. 61
An agricultural cooperative is categorized according to the territory
served as a local, regional, or national association; while in terms of
administrative organization it may be classified as centralized or federated. 62 The local, centralized association was, naturally, predominant
among the early forms of agricultural cooperative organization in the
United States. 63 But like all creatures, once conceived, the local associ61. Other definitions are: "Cooperative organizations represent the aggregates of
economic units [the individual farms]. . . . An aggregate of economic units is a
plurality or group of these units coordinating their activities but each fully retaining its
economic individuality and independence. [It is the] . . . center of their coordinated
activities or . . . an agency of associated economic units, owned and controlled by
them, through which they conduct their business activities." EwELIANOFF, ECONOMIC
THEORY OF COOPERATION 248 (1942).
" 2 HOLYOAKE, HISTORY OF CO-OPERATION
"Co-operation is organized self-help ...
589 (1906).
"An agricultural cooperative association is a business organization, usually incorporated, owned and controlled by member agricultural producers, which operates for
the mutual benefit of its members or stockholders, as producers or patrons, on a
cost basis after allowing for the expenses of operation and necessary reserves." HULBERT,
LEGAL PHASES OF COOPERATIvE ASSOCIATIONS 1 (F.C.A. BULL. No. 50, 1947).
"A Cooperative is an association which furnishes an economic service without
entrepreneur or capital profit and which is owned and controlled on a substantially
equal basis by those for whom the association is rendering service." PACKEL, THE LA v
OF THE ORGANIZATION AND OPERATION OF CooPERATIvEs 3 (2d ed. 1947).
"It is indicated that cooperative corporations in general possess many of the
essential attributes of ordinary business corporations, the most noticeable differences
,being in the matters of voting power and the basis of distribution of their net earnings.
In the cooperative corporation each member or stockholder has one vote regardless

of the number of shares he may hold, whereas each share of stock is entitled to one
The business corporation usually divides
vote in the ordinary business corporation ....
part of its profits among its shareholders in proportion to the shares owned, while a
cooperative corporation, after distributing part of its profits to shareholders in the
form of a dividend not exceeding a rate generally fixed by statute, distributes the remainder in proportion to the volume of members' purchases and sales. Because of a
definite and limited return accrtling to an investor in a cooperative, his status has been
distinguished from that of a stockholder in a business corporation and analogized
rather to that of a bondholder." Farmers Cooperative Co. v. Birmingham, 86 F. Supp.
201, 211 (N.D. Iowa 1949).
62. See: BAKKEN & SCHAARS, EcoNOMIcS OF CooPERATivE MARKETING 212-241
(1937) ; BLANKERTZ, MARKETING COOPERATIVES 102-103 (1940).
63.

BLANKERTZ, MARKETING CooPERATIvEs

79

(194Q).
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ation began to grow, and the need for inter-cooperative and large-scale
organization became apparent. Farmers within a region, functioning
through their respective cooperatives or individually, foresaw the advantages inherent in quality control, standardization of production and
operating methods, and procedures designed to decrease costs of handling and distribution. The results sought to be achieved were an effective bargaining position in the market and, in general, the extension of
cooperative services and their more efficient rendition to the members.
The transition to large-scale cooperation was effected both within the
framework of the centralized organizational structure and through the
development of the federated societies, thus culminating in the formation of these two distinct schemes of cooperative administrative organization.
Large centralized associations first became numerous during the
years from 1920-25, beginning on the Pacific Coast and spreading particularly to the South in the cotton and tobacco industries. 64 Many such
organizations which came into existence in this early period were the
result of high-pressure promotional campaigns which stirred farmers to
sign long-term marketing agreements.6 5 Unlike the composition of federated associations, there are no autonomous local organizations in the
centralized cooperative. Control and authority are thtis concentrated in
the headquarters of the group, and the members directly elect the board
of directors. Features which recommend this administrative structure
are the ease with which it may be organized and the strong central control which it provides. Business and policy matters may be dealt with
in a more direct and expeditious manner than a decentralized management is able to exert. Moreover, it may provide the volume which is
essential to reduce costs, to insure more economical use of by-products,
and to acquire greater bargaining power in the marke. This method
of organization has been used by purchasing cooperatives 66 and also in
the marketing field, chiefly by the cotton, rice, and tobacco interests of
the South and by the wheat growers of the Middle West. 7 The Cali-"
fornia dried fruit cooperatives also are organized in this manner, as are
many of the wool producers of the Pacific Northwest. 68 Marketing
64. See: BAKKEN & SCHAARS, EcoNoMIcs OF COOPERATIVE MARKETING 219-222
(1937); HANNA, THE LAW OF COOPERATIVE MARKETING AssociATIoNs 9-10 (1931).
65. BLANKERTZ, MARKETING COOPERATIVES 109 (1940).
66. The giant Cooperative Grange League Federation Exchange, Inc. is one of the
leading centralized purchasing cooperatives. In 1950, it distributed a total dollar volume
of farm supplies of $245,559,300. ABRAHAMSEN & ScsAicE, 1949-50 HANDBOOK ON
MAJOR REGIONAL FARM SUPPLY PURCHASING Coo:RAnTIvEs

150, 1951).
67. HANNA,
68. Ibid.

2-6 (F.C.A. Misc. REP. No.

THE LAW OF COOPERATIVE MARKETING AssociATIoNs

7 (1931),
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associations in the dairy industry are centrally managed to a limited
extent. 69
The federated association is, however, the more common method of
large-scale cooperative organization in the United States. A federation
has the dual task of assisting its local member-associations in their production and sale problems while conducting its own affairs as a terminal
marketing or purchasing agency.
Within the marketing category, a federation may be one of three
types. 70 It may be a regional marketing association, actually handling
its members' products and assembling, grading, standardizing, processing, packing, branding, storing, financing and selling them. Or, it may
be a regional bargaining association, having as its main function the
bargaining for prices, terms, and conditions at which members will sell
to local dealers who perform the actual marketing functions. This is
an arrangement frequently used in the milk industry. 7 1 Finally, it may
be a regional sales agency which merely sells members' products on a
commission basis and performs no other marketing function.
Within the federated organization, a pyramidal hierarchy of command is adopted which, in theory, retains the local members' control
over the peak association. The local farmer-member elects the board
of directors for his local cooperative which, in turn, elects one or two
representatives to the board of the regional. The directors of each regional in turn choose directors of organizations with which they may be
affiliated.
As other business entities within the competitive economy, agricultural cooperatives have shown a tendency gradually td assume organizational characteristics necessary for large-scale operation. Once a
modicum of success was achieved at'the local level, these associations
encountered the same two forces which have constantly affected other
businesses: the desire created by success to become more successful, and
the competition of non-local large-scale business. Together, these have
produced the pyramidal expansion of the local cooperative.
To further achieve the efficiencies of size with the resulting increase
in bargaining strength, injurious competition among cooperative associations is now being discouraged and greater coordination of effort is
urged. 72 Accordingly, consolidation might well be termed a major policy
69. Ibid.
70. See

BAKzKEN

& SCHAARS, EcoNoMIcs OF COOPERATIVE IV[ARKETING 215-219,

225 (1937).

71. See DISTmBUTION
CIRc. C-124, 1941).

OF MILK BY FARmERs' COOPERATIVE

AssociATioN

1

223-

(F.C.A.

72. "Cooperatives have made tremendous progress in coordinating their efforts in
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of modern agricultural cooperation. 73 It was largely due to this policy
that the Farm C-edit Administration attributed the decrease in the
total number of agricultural cooperatives in the United States from
10,700 in the 1938-39 marketing season to 10,035 in the 1949-50 season.7 4 Moreover, in recent years relatively few of these organizations
have a substantial portion of all cooperative business.
By the end of 1945, large-scale marketing cooperatives, embracing
varied economic activities and extending over a wide geographic area,
accounted for over 50 percent of the business done by all marketing
associations. 75 Yet, the organizations responsible for this portion of
the total business numbered but 7.3 percent of all cooperatives engaged
in marketing functions. 76 In the purchasing area, only 3.5 percent of
all purchasing cooperatives operating on a large scale handled more than
40 percent of the total volume of business. 77 Of all the cooperative
marketing and purchasing associations in the same 1944-45 season, 6.2
percent accounted for 48.7 percent of the total business and 42.6 percent
78
of the total membership.
It thus can be seen that agricultural cooperation, unlike its former
character as a small, directly controlled economic influence in a particular community, has assumed in large measure the administrative,
economic, and geographic proportions of big 'business. The natural
inquiry is whether this substantial metamorphosis has produced a modification in the basic cooperative principles. A further question, if alteration has occurred, is whether the result has been to diminish the
desirability of cooperation as a distinct form of economic enterprise
79
for farmers.
recent years and there is reason to believe that such coordination will greatly increase
as the problem of reducing excessive competition is courageously tackled.
"There is an answer to the problem of excessive competition between cooperatives.
It lies in more cooperation wherever this will benefit cooperative members." 16 Nzws
FOR FARItRa
CooPERATIVEs No. 11, p. 18 (1950); See 16 NEws FOR FaRMa COOPERATivEs No. 12, p. 3 (1950) ; 1949 AmRIcAN COOPERATION 341-376.
73. "Few realize the extent to which local cooperatives have joined regional cooperatives in recent years. In fact, there are now relatively few local cooperatives
that are not affiliated or are not members of larger organizations. The 17 major
regional purchasing cooperatives now have over 4,000 member associations as compared
to 2,500 about 7 years ago. Grain, dairy, and other types of marketing cooperatives
have also federated in many areas." 16 NEws FOR FARmER CooPExRivEs No. 11, p. 18

(1950). See, Big Business without Profit,32 FORTUNE 152 (1945).
74. 18 Naws FOR FARmER CooPERATIvEs No. 6, p. 11 (1951).
75. FEROW & ELSWORTH, AGRICULTURAL -COOPERATION IN
191, (Table 26 F.C.A. BULL. No. 54, 1947).
76. Ibid.
77. Ibid.

THE UNITED STATES

78. Ibid.
79. The tendency is well described by the T.N.E.C.: "The vaster they [the corporations] become the more difficult are the structural problems of organization, coor-
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PRINCIPLES IN PRACTICE

The tenet that interest return on capital must be limited has at
times proved the nost inconvenient to cooperative development. However, this fundamental principle has been adhered to closely. It was
evolved as a means to reduce the speculative character of cooperative
stock and to emphasize the fact that a cooperative does not furnish
primarily a source of investment, but rather a method of performing
for members some needed service at cost. Both federal and state laws
have recognized this principle. The Capper-Volstead Act 8 0 establishes

a maximum interest rate of eight percent, but only if members vote on
any basis other than one vote per member. If voting is so limited, then
the interest rate is unrestricted. However, to come within the exemption
-provisions of the federal revenue act, a cooperative must limit its
interest to either eight percent or to the legal rate in the state of incorporation, whichever is greater., The state agricultural cooperative
acts either specify an interest rate or require .that the corporate by-laws
establish a fixed rate that is reasonable.8 2
The result of the limited interest principle was to deprive the
early cooperatives of much needed capital,8 3 for individuals were loath
dination, and control, and the human problems of incentive and leadership. Large
corporations, like other large human enterprises, are bureaucratic. They tend to live
by fixed rules rather than acumen, by the meshing of many component parts rather
than the quick decision of an entrepreneur. Organization grows in importance as
size increases. . . . And like other large organisms, the larger the modern corporation becomes, the more it tends to move slowly, adapt itself with increasing difficulty,
be increasingly concerned with its inner rules and procedures. Hence, it stands in
danger of losing that flexibility of price adjustment and resiliency of managerial
outlook which is the most valuable social asset of free competition." DIMOCK & HYDE,
BUREAUCRACY AND TRUSTEESHIP IN LARGE CORPORATIONs 3-4 (TNEC Monograph 11,
1940).
This thought, as applied to cooperatives, was expressed by one writer irr this
manner: "As I sit in the meetings of farmer cooperatives and listen to the discussions
and decisions of management, I am impressed with the fact that the rules of the
game are becoming more and more the rules of big business. . . . You must meet
changing conditions. But perhaps this too brings new problems and new orientation....
I am beginning to question more and more whether the expansion of cooperatives
through the establishment of new departments or of new enterprises is in the interest
of our rural economy. To what extent is it a move, and an understandable one, on the
part of management to foster vested interests ?" Wood, Cooperatives, Competition and

Free Enterprise,1950

AMERICAN COOPERATION

217.

42 STAT. 388 (1922), 7 U.S.C. § 291 (1946).
81. INT. REV. CODE § 101 (12) (a).
82. The Indiana Act sets an eight percent maximum on dividends of any kind or
class of stock based upon par value of the respective stock, and if no par then upon
book value. IND. ANN. STAT. § 15-1613 (Burns' Repl. Vol. 1950).
In 1940, one state limited interest on capital to 5%, five states to 6%, one to 7%,
eleven to 8%, and two to 10%. The remaining states specified that a fixed amount
should be set by the by-laws within a fair rate of interest. BLANKERTZ, MARKETING CO80.

OPERATIVEs

83.

349 (1940).

See BLANxERTZ, MARKETING CooPRAnTivEs 349-350 (1940); Fmow & ELS-
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to invest in cooperative enterprise and banks were reluctant to lend.
This difficulty was partially alleviated by the establishment by the Federal Government of agricultural credit agencies, and later by the creation of central and district banks for cooperatives.8 4 Of greater
significance as a current method of offsetting the limitation placed upon
sources of capital by the restricted interest device is the modification of
another cooperative tenet, the patronage refund.
In theory, the patronage refund represents, not profits of the associations, but savings made for the members by their dealings through
the cooperative.8 5 Its strict application on a cash basis would result in
cash flowing through the cooperative organization while such funds
were critically needed for financing. In their search for capital, cooperatives began to retain a portion of the cash and to distribute instead
to the patron-member some form of certificate evidencing the amount
of his refund .1 This process of retaining the cash savings and substituting certificates containing provision for possible subsequent retirement is designated as the revolving-fund plan of financing, 7 a
technique which has become one of the most significant aspects of
modern cooperative financial administration. For example, in 1950,
the Farm Bureau Cooperative Association, Inc. of Ohio, reported a
total savings to members of ten million dollars for its seventeen years
of operation. Of this amount, 35 percent had been refunded in cash
to the shareholders and patrons, and the balance of 65 percent had been
retained and used by the association. 8 In 1946, the 6,009 agricultural
cooperatives which qualified for tax exemption under Section 101 (12)
of the Internal Revenue Code credited $106 million to patronage refunds. Of these funds, approximately $16.5 million or 15.5 percent
89
actually was paid out in cash.

(F.C.A. BULL. No. 54,
1947) ; HULBERT, LEGAL PHASES OF COOPERATIVE ASSOCIATIONS 3 (F.C.A. BULL. No. 50,

WORTH, AGRICULTURAL COOPERATION IN THE UNITED STATES 11

1942).
84. See HULBERT, op. eit. supra note 83, at 311.
85. See IND. ANN. STAT. § 15-1613 (Burns' Repl. Vol. 1950); EAELIANOFF,
EcoNoIi[ic THEORY OF COOPERATION 183-185 (1942) ; Jensen, Termiiwlogy in Cooperative
CorporationLaw, 1948 ANECAN COOPERATION 288.
86. At the close of their fiscal year in 1942, the then seventeen major regional purchasing cooperatives had a total net worth of $37,646,846. Of this amount, 66% had
been retained out of savings, while 33.5% represented sums accumulated through the
sale of stock. 1941-42 HANDBOOK ON MAJOR REGIONAL FARm SUPPLY PURCHASING COOPERATIVES, 60 (F.C.A. Misc. REP. No. 67, 1943).

87. See PART II, pp. 394-395, infra.
88. 1950 ANNUAL REPORT, THE FARm BURE.AU COOPERATIVE Ass'N., INc., OHIro 9.
89. TAX TREATMENT OF COOPERATIVES, PART 2, p. 4, by Staffs of the Treasury and
the Joint Committee on Internal Revenue Taxation (Apr. 1951). See PART V, p. 464,

infra.
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It is thus illustrated that through the revolving fund device, a
major portion of cooperative cash receipts allocated to patronage refunds is in fact diverted to financing reserves. Consequently, patronage
refunds have in large measure assumed the form of deferred payment
certificates, issued to members as evidence of their equity in the assets
of the organization. Moreover, cooperatives have exhibited recently a
discernible tendency to further restrict the return of cash savings,
equivalently extending the distribution of members' equity certificates.
The total net savings of the twenty major regional farm supply purchasing cooperatives for the fiscal year ending in 1950 amounted to
$28,810,648, a forty-five percent increase over 1949.90 In the distribution of this amount, as compared with 1949, deferred patronage refunds increased 44.5 percent while cash refunds increased only 36.6
percent; although the latter exceeded the former by approximately a
million dolars.91 The total amount of savings retained, including deferted refunds and reserves, increased 64.4 percent over 1949; and the
2
retained reserves increased 96.5 percent.
This manner of administering the patronage refund principle
impinges upon the third basic tenet of cooperation, that of democratic
control. In an effort to avoid the concentration of control in the hands
of a few, which was found to occur in regular corporate enterprise, the
Rochdale principles atiempted to equalize control by basing voting upon
membership and not upon economic interest. 93 The goal has been to
discourage and, if possible, to prevent the accumulation by a few individuals of inordinate economic interest in the organization by means
of which they may exert greater influence upon the management of the
cooperative. Accordingly, many states have restricted the amount of
stock which a member may hold. 94 The amount of patronage, of course,
has not been limited with the result that patronage refunds necessarily
are inequal. So long as these refunds are paid in cash, whereby no
90. ABRAHAmSEN & SCEARCE, 1949-50 HANDOOK ON MAJOR
PURCHASING COOPERATIVES 54 (F.C.A. Misc. REP. No. 150 1951).

REGIONAL

FARa

SUPPLY

91.
1949
7,011,268
5,910,421
3,238,331
3,658,691

1950
$ 9,575,268
8,542,596
3,504,797
7,187,987

Percentage
Increase
36.6
44.5
8.2
96.5

Total --------- $19,819,360

$28,810,648

45.4

Distribution of
Net Savings
Cash patronage refunds ----$
Deferred refunds ---------Cash dividends on stock ....
Retained in Ileserves -------92. Ibid.
93.

Supra, p. 360.

BLANKERTZ, MARKETING COOPERATrVES 350
OPERATIVE MARKETING ASSOCIATIONS C. 2 (1931).

94.

(1940).

HANNA, THE LAW OF Co-

NOTES
continuing obligation to the members exists, their inequality plausibly
would not present a challenge to the principle of democratic control.
The retention of cash savings, however, and the issuance of certificates
of equity in their stead in effect transposes patrons into investors in
proportion to the amount of patronage and resulting- refunds retained.
Through an indirect process, therefore,, large inequalities of economic
interest in the assets of the organization may arise to threaten democratic control. For it is entirely probable that policies will be at least
partially determined, perhaps unconsciously, on the basis of their effect
in the cooperative.
upon holders of the major economic interest
Democratic control is challenged not alone by the emergence of in-equalities of economic interest. It is also subject to the strains produced
by the increasing size and complexity of modern cooperative endeavor. 95
There are great differences in the problems of management and control
of a local cooperative as compared to those of large federated associations involving packing and processing plants, machinery and fertilizer factories, oil refineries and pipe lines-all interrelated by
interlocking directories and holding companies. 9 6 This expansion has
come- about so rapidly within recent years that frequently the business operations have outdistanced the membership relations' programs, 97
and a tendency has developed to. neglect the human relations phase of
cooperative administration. 98 As the levels of administration increase
through federation and consolidation, it logically becomes more difficult for the individual member of the local to understand and to participate in the development of the policies governing the business. But
although expansion and large-scale operation has divested management
control from ownership in the modem corporate structure, 99 a similar
result in cooperative administration is not an inevitable corollary.
95. The diversification which has occurred in the activities of the larger cooperatives
is recognized by the Farm Credit Administration, which has developed a new tabulation
method to reflect this change. Formerly, if more than 50% of a cooperative business
was, for example, dairy, then it was listed in its entirety in the dairy group. No
separate recognition was made of any other types of business in which it could also
be engaged, as grain or poultry. Beginning in 1952, however, the cooperatives are to
report on the basis of their actual business in each individual commodity or service
fields. Grain elevators, for example, which have shown a tendency to begin selling
farm supplies, such as feed and petroleum, and often market other products, will now
report such activities. 18 NEws FOR FARImE CooPEmATrWvs No. 6, p. 12 (1951).
96. 1948 A mcAN CooPERAvioN 111-118; The Ohio Farm Bureau Cooperative
Association, Inc., for example, has investments in fertilizer plants, refinery operations,
pipe line operation, farm machinery plants, warehouses, feed plants, grain terminals,
an alfalfa mill, seed plants, milking machine factory, and a hatchery. 1949 AN'NuAL
REPORT, OHIo FARm£ BUREAu CooPERATIvE AssocIATIo,

INc.

11.

97. 1948 Amuc:Ax Coos'zAnioN 114.
98. See 1950 Asm-Ac
CooPERATioN 309-342; 1948 AmERICAN CooPERATioN 133-143.
99.

See BERLE AND

(1932, reprinted 1948).
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Control actually is vested in each intermediary board of directors
in the cooperative hierarchy, but theoretically its roots are in the local
association and its members. The managerial structure is thus a representative one common to modern corporate enterprise. The Southern
States Cooperative is illustrative. That association serves seven states'0 0
and has a membership of over a quarter of a million farmers. 101 It was
decided that members could feasibly exercise control only by vesting
their authority in a delegate body attending the annual stockholders'
meetings. 10 2 In each locality where there is established a cooperative
service agency, members elect a local board of directors to represent them
both in the conduct of the local service and in the policy making of
the Southern States Cooperative itself. Single delegates selected fromeach of these local boards constitute the delegate body. 1°3 At the annual
meeting, the delegates elect the Cooperative Board of Directors in whom
ultimate authority reposes.
Both the representative system of control and the concentration
of the members' power at the annual meeting to effect policy through
their representatives are logical and common developments in democratic control. However, a danger inherent in predicating control upon
this basis is the relative inability of an individual member to perceive
the effect that his vote may have. This results in an apathetic attitude
on the part of members toward participation in the affairs of their
organization. For example, a recent study of the agricultural cooperatives in Iowa' 0 4 revealed that two-fifths of the members felt that they
exerted no influence, in the management of their cooperative, and the
same proportion had never attended the scheduled meetings.' 0 5 While
70 percent felt that they had some responsibility toward their organization, only six percent mentioned that this was to be evidenced by voting
and attendance at meetings; and of this small number, slightly more
than half actually engaged in these activities. 10
Since the entire representative system is predicated upon the judicious selection of a local board, it is essential that the members actively
100. They are Delaware, Kentucky, Maryland, North Carolina, Tennessee, Vest
Virginia, and Virginia. 28TH ANNUAL REPORT, SOUTHERN STATES COOPERATIVE 1 (1951).

101.

Id. at 3.

102. For many years it was the policy to have all local board members attend the
annual meeting, but when their number reached 3,304 it became a near physical impossibility. Id. at 2.
103. See 28TH ANNUAL REPORT, SOUTHERN STATES COOPERATIVE 2-3 (1951).
104. BEAL, FESSLER, AND WAKELEY, AGRICULTURAL COOPERATIVES IN IOWA; Farmers'
Opinions and Community Relations, Agricultural Experiment Station, Iowa State Colleg,
Research Bull. No. 379 (1951).
105. Id. at 193-194,
106. Id. at 191,
.!,
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participate on the local level. However, a survey made by the F.C.A. of
237 managers and 2,750 members of the Southern States Cooperative
disclosed that 73 percent of the patron-members had not attended the
last meeting of their local cooperative, and 45 percent had never attended an annual meeting.10 7 This low degree of participation in the
local organization in the Southern States may be partially explained by
the fact that it is primarily a purchasing cooperative, and it might be
expected that member interest would not be as great as in a marketing
association where economic benefit is more directly keyed to its successful
functioning. This, however, in no way excuses or modifies the fact
that democratic control is not being utilized to a safe extent. Moreover,
this same lack of direct interest and contact on the part of members was
found by the F.C.A. in the milk distributing associations of the country,
in whose functioning the members should be vitally concerned.' 0 8
Membership participation in cooperative affairs is found to vary
inversely with the size of the association and with its technicality and
specialization, for the members, unskilled in the techniques of mass purchasing and marketing operations, find it increasingly difficult to comprehend and make decisions on the problems of large-scale cooperative
enterprise. The representative system results, and the members help
formulate the broad policies within which the board of directors and
the manager chosen by the board function. To insure the rendition of
experienced service, stability of membership on the board is encouraged.
Accordingly, some cooperatives have retained the same directors for
twenty to thirty-five years, 1

9

with the trend favoring staggered terms of

years." 0

from six to ten
The manager, who is now responsible for the
complex details of cooperative administration,' is no longer merely a
farmer-member who devotes whatever time he can spare to the business
for but nominal remuneration. The requirements of modern cooperation
demand that he be a full-time, skilled businessman."'
107. 18 NEWS FOR FARImER CooPERATIvEs No. 7, p. 11 (1951). For a study of
Vermont Cooperatives, see ADAMS, VERMONT COOPERATIVES, THEIR BUSINESS AND
AcrTITs, Agricultural Experiment Station, University of Vermont and State Agricultural College Bull. No. 540, p. 25 (1950).
108. HERRmANN AND WELDEN, DISTRIBUTION OF MilK By FARMERS' COOPERATIVpE
ASSOCIATIONS 66 (F.C.A. Cmc. C-124, 1941).
109. 1948 AMERICAN COOPRION 179-180.
110. See 1948 AMERICAN COOPERATION 180; 15 NEWs FOR FARimER COOPERATIVES No.
2, p. 14 (1948) advocating staggered terms rather than an automatic retirement plan.
See also SURVEY STRUCTURE AND METHODS OF (OHIO) FARM[ BUREAU COOPERATIvE
ASSOCIATION INC. AND ITS MEiBmER COUNTY ASSOCIATIONS 19 (F.C.A. SPEC. RE'.
No. 123, 1943).
111. A 1950 Indiana study revealed that the salary range for managers in the state
was from $3,000 to $11,000, the average being $5,200. Letter to the INDIANA LAW
JoURNAL from Vance E. Lockhart, Educational Fieldman, Indiana Farm Bureau Co-
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The information upon which intelligent democratic control is based
is being provided principally through the annual meetings, house organs,
circular letters, annual reports, and personal contact through fieldmen.
While managers tend to consider annual meetings as the most important
educational and contact method, the recorded evidence of the interest in
and attendance at these meetings indicates that they are not always so
regarded by the members. In a federated organization, while large attendance at the annual meeting may not be necessary because of the
delegate system, the local association's meetings should be well attended. In a centralized cooperative, the annual meeting is of unquestioned importance. In a recent study,11 2 however, patrons voted the
annual meeting as fifth in importance, voting house organs as of first
importance in their contact with and information on cooperative activities, personal contact second, the circular letter third, and the annual
report fourth. This willingness to rely for information upon printed
material prepared by interested parties, which furnishes little opportunity for scrutiny as to accuracy, may be related to the apparent
tendency to abdicate control.
It is evident that modern cooperative development has modified
the two functional principles of the patronage refund and democratic
control. The patron-member no longer necessarily receives directly the
savings which cooperative effort theoretically nets him. A change has
likewise occurred in the application of the principle of democratic
control, where a representative system has in many large cooperatives
replaced direct influence, and the sphere 6f control of the individual
member has been transformed from one involving the detailed operation
of the business to one composed of broad policy determination. To
meet the practical requirements of business management, greater authority is being centered in the boards of directors and the general manager
of the state or regional society. Thus, in becoming big business, cooperatives have assumed the correlative organizational characteristics
with consequent alteration of traditional cooperative principles. The
logical inquiry concerns the remaining advantages of cooperative
enterprise. ,
The study of Iowa agricultural cooperatives, which may be considered illustrative, revealed that almost 40 percent of' the farmers interviewed acquired membership in order to save money." 3 Nearly 30
operative Association, Inc. (Nov. 19, 1951). See also HOLLANDS, MONTANA FARMER
COOPERATIVES 1941 AND 1946, Montana State College Agricultural Experiment Station

Bull. No. 449, pp. 10-11, 20-21, 27, 31, 35-36 (1948).
112. 18 NEWS FOR FARMER COOPERATIVES No. 7, p. 11 (1951).
113.

BEAL, FESSLER AND WAKELEY,

op. cit. supra,note 104, at 187.
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percent indicated that they became members because the cooperative was
the most convenient marketing or purchasing source.: 14 Seven percent
joined because they approved of the cooperative business methods. 115
In listing the benefits which they considered resulted from cooperative
membership, 92 percent were of the opinion that the cooperative actually
saved them money." 6 Seventy-eight percent believed that the competition
which the cooperative injected into the market had an advantageous
effect upon prices."7 Forty percent considered that gain resulted from
doing business with one's own company."" There are thus two general
areas in which benefit is thought to result, the economic and the sociopsychological.
While cooperation may not return to members cash in substantial'
amount through the patronage refund, economic gain nevertheless is
thought to result. The principle merit o'f cooperative association is its
ability, either directly by its own operating efficiency or indirectly
through its competitive effect on quality, on services, and on prices to
effect substantial savings for its farmer-members. The modern state and
regional association, in addition to its function as a marketing outlet for
agricultural products, may be a source of fertilizer, feed and seed, petroleum, and farm machinery and supplies. 1 9 For example, the Farm
Bureau Cooperative Ass'n, Inc. of Ohio had a total volume of business
in 1950 of about 52.5 million dollars.' 2 0 Marketing activities accounted
for 34 percent of the total, feed and seed sales for 23 percent, petroleum
sales for 22 percent, farm machinery and supplies 12 percent, and fertilizer 9 percent.12 In addition to the benefits of united purchasing and
marketing, farmers through cooperative effort are able to devote funds
to agricultural research designed to develop improved feeds, fertilizers,
seeds and plants, together with the development of new uses for farm
products. 12 2 They are able to undertake large promotional catmpaigns
114. Ibid.
115. Ibid.
116. Id. at 198.

117. Id. at 197.'
118. Id. at 198.
119. Owen Forbes, President of the Southern States Cooperative expressed cooperation's value in this manner: "The net worth or patron equity is now nearly
twenty-two million dollars. However, I do not think that this is a true yardstick to
measure the worth of Southern States to farmers. The true worth of Southern States
to me as a farmer lies in the fact that I and 250,000 other farmers can get our
feed, seed, fertilizer, and farm supplies-that have stood all the tests as to quality-at
a fair and reasonable price." 28THr ANNUAL REPORT, SOUTHERN STATES COOPERATIVE,
1 (1951).
120. 1950 ANNUAL REPORT, OHIo FARIu BUREAu COOPERATIVE Ass'N, INc. 5.
121. Ibid.
122. See for example the report made of the research activity of the Eastern States
Farmers' Exchange, Inc., in 27 EAsTER

STATES

COOPERATOR

No. 4, pp. 6-9 (1951).
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to increase sales and to develop consumer loyalty to their brand names,
as evidenced by the market demand for Sunkist oranges, Diamond Walnuts, and Eatmore Cranberries.
While many of these services are rendered by the state association
exclusively, in some areas where the operational and development costs
are high, several state associations combine. United Cooperatives, Inc.,
for example, is a national organization which serves as a manufacturing and procurement agency to obtain miscellaneous farm supplies for
twenty-seven regional associations throughout the United States and
Puerto Rico. 128 Cooperative Mills, Inc. operates a large feed mill at
Reading, Ohio, and is owned by four cooperative associations. 1 24 Six

state and regional cooperatives jointly own Select Feeds, Inc., which
provides its members with a purchasing and processing service of
grasses and legume seeds. 1 25 The National Farm Machinery Coopera26
tive, Inc., is owned by twelve such organizations.1
The California Fruit Growers Exchange System furnishes an excellent example of what farmers may accomplish through cooperative
effort.' 27 Practically every phase of the processing and marketing of
members' products is owned by them. The System not only packs and
sells the fresh fruit, but also through its echange product companies
processes the fresh fruit into juices, liquid and frozen, concentrates, acids,
molasses, pressed and distilled oils, pectin albedo, the various pectates,
pectins, and vitamin "P". The producers thus own a business which
utilizes the whole fruit, the juice, the peel and the pulp. No single
farmer could accomplish this and gain the resulting marketing advantages. Through this method, a surplus of fresh fruit may be offset by
markets for processed products, and, in the processed form, the product
may be withheld from the market until prices improve. 28
In addition to economic benefit accruing to farmers from cooperation, socio-psychological advantages may result as well. As was noted
123.

See

SOLVING A PROBLEM, PENN. FARm BUREAU

CooERATIVE AssocIrATIoN

23

(2d ed. 1951).
124. Id. at 25.
125. Ibid.
126. Ibid.
127. See THE
C-135, 1950).

CALIFORNIA FRUIT GROWERS EXCHANGE SYSTEM

72-87 (F.C.A. CuIc.

128. For example, the Cranberry Growers Council formed in 1949 by the American
Cranberry Exchange, the marketing agency, and the National Cranberry Association,
the processing organization, determines the percentage of the crop to be sold fresh, the
percentage to be processed, and the amount to be retained by the Council to be disposed
of as conditions warrant. In 1951, the decision was to market 40 percent of the crop
fresh, to can a like amount, and to hold the remaining 20 percent. 18 NEWS FOR FARmER
COOPERATIVES No. 9, p. 8 (1951).
For a discussion of some of the early efforts at

production control see:
THE LEGAi

BLANKERTZ, MARKETING COOPERATIVES 223-236
STATUS OF AGRICULTURAL COOPERATIVE 12-20 (1927).

(1940); NoUxsE,

NOTES

375

in the Iowa study, 129 40 percent of the cooperative members conceived
a benefit from doing business with a firm in which one holds interests.
Cooperation in this respect is considered a great moral force, rehumanizing business, integrating self-interest and social responsibility,
and bridging the gap between the producer, the entrepreneur and the
30
consumer.1
Finally, there is the very sincere feeling of cooperative advocates
that the cooperative structure, based as it is upon mass ownership,
benefit, and control, is an example of the initiative,. the courage, and the
resourcefulness of free men to solve their economic: problems, and as
31
such is a practical alternative to socialism, fascism, and communism. '
CONCLUSION

The modification of the Rochdale principles, although altering the
form in which benefits are derived from cooperative enterprise, does not
decrease the value of such effort. The original theory of the patronage
refund resulting in immediate monetary gain has been largely supplanted by a less direct form of economic benefit arising from the
market advantages of large scale operation. The concomitant expansion
has forced members to relinquish direct control over details of opera129. See note 118 supra.
130. "When and wherever the urban economy and, later, the commercial and capitalistic economy develops, all social bonds between producers and consumers are broken,
not merely by the physical distance separating the two groups, but still more by the
impersonal and abstract nature of purely economic relations. . . . Cooperatives both
of town and of countryside develop an awareness of the bonds uniting them . . .[to]
bring new life to the old moral conceptions of the 'fair price' and the 'fair wage'."
FAUQuET, LE SECTEUR Co0PoRATIF. Essai sur Ia place de l'hozmne dalns les institutions
cooperatives et de celles-ci dans l'1conomie 35-36 (4th ed. 1942) as quoted in THE
MOVEMENT AND PRESENT-DAY PROBLEMS, International Labour Office
COOPERATIV
Studies and Reports Series H, No. 5, p. 81 (1945). See LANDIS, COOPERATIVE ECONOMY
17, 172 (1943).
A sociological trend of recent years has been the gradual decrease of the village,
once so vital in American life. Cooperation may offer a means by which to at least
partially counteract this tendency. A recent study of Iowa villages, communities of
less than 5,000, shows that since 1925, an increasing number of them have cooperatives
and those that do are in better financial condition than those which have no cooperative
in them. 18 NEws FOR FARMER COOPERATIVES No. 9, p. 6 (1951).
131. "Cooperation is more than a: manner of conducting business, it is a way of
life . . . . Cooperation does not partake of the evils of the other two choices
[totalitarianism or capitalism]. It does not demand obedience to a totalitarian state nor

does it allow wealth to be concentrated in the hands of the few. It effectively circumvents both of these evils by placing the control of business in the hands of the people
where it belongs. This is free enterprise of the highest order." 1950 AMERICAN CoOPERATION 151, 172. See SELUNG, FARMER COOrRIVES AS COMP'rITORs, 24 HARv.
Bus. REv. 215 (1946).
Some writers advocate a complete cooperative democracy. See WARBASSE, COOPERATmv DEMocRACY cc. X & XVI (5th ed. 1947).
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tion to the boards of directors and managers, yet retaining potential
influence over broad policy considerations through a representative
system which is effective only to the extent of the members' active participation in cooperative affairs.
Viewed in historical perspective, the fundamental tenets were a
means of inducing individuals to pool their economic activity and, as
owners and primary beneficiaries, to -organize it in what is now substantially a corporate form. Today the advantages of cooperation accrue,
not from those abstract principles, but from the actual results of such
combined activity tailored to meet the demands of a modern competitive
economy. Economic gain td members, the most significant aspect of
cooperative endeavor, is complemented, in an association with an active
membership-relations program, by- the psychological satisfaction derived from doing business with one's own company, the pride of ownership and success.
Cooperation is thus seen as a form of self-help by farmers, as aided
by the governmental policy of encouraging private ownership and economic initiative. The continued success of such united effort is keyed
to the degree of adherence to the basic premise that it is exerted to advance the well-being of the farmers who comprise the cooperative membership.

